Investment
Managers

Investment

November 2024

Chris Iggo g
Chair of the AXA IM Investment
Institute, CIO of AXA IM Core

3

Alessandro Tentori
ClO of Europe AXA IM Core

Ecaterina Bigos
ClO of Asia ex-Japan AXA IM Core

KEY INVESTMENT THEMES

US Q3 earnings
look robust

e

GO,

A
Corporate bonds
show potential

=

China’s policy support
must continue

CIO Office: Opinions

Chris Iggo, CIO AXA IM Core

Will the US maintain its momentum with a new leader?

Whether the US economy’s resilience will endure following the
presidential election is a key consideration for investors in US
dollar-denominated financial assets. As of now, it is on track for a
soft landing, which we believe should underpin solid returns from
both equity and fixed income markets. There is a lot going well for
the US. Banks are strong while corporate spending on artificial
intelligence and other technologies could boost long-term
productivity. The labour market, despite a modest rise in
unemployment, is generating decent growth.

Policy uncertainty and how the US positions itself with the rest of
the world are the key threats to this benign economic picture.
Fiscal policy — which received little serious attention during the

election campaign — will be a key consideration. Markets are
worried the US government may need to pay higher coupons on
ever-increasing amounts of Treasury bond issuance in coming
years. In turn, monetary policy may be compromised, and a higher
permanent level of interest rates would undermine current
valuations in both credit and equity markets. If the economy stays
strong, these concerns can remain in the background. But if growth
slows, the fiscal day of reckoning may loom larger. In the early part
of the new administration, (a winner had yet to be announced at
the time of writing) indicators of how consumers and businesses
spend will be key to whether markets continue to perform.
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Alessandro Tentori, CIO Europe
The cost of currency hedging

Based on AXA IM forecasts we expect the
spread between the US Federal Funds Rate
(forecast to reach 4%) and the European
Central Bank’s (ECB) deposit rate (forecast
to reach 2%) to hit the 200-basis-point (bp)
mark by the end of 2025. The cost of
hedging US dollar-denominated risk into
euros for a period of three months currently
hovers around 155bp. Two years ago, the
same hedge would have cost over 300bp.
The reduction in hedging costs has been
good news for European investors looking
to expand into the dollar-denominated fixed
income universe.

Dollar hedging costs are set to increase as
the policy differential between the Federal
Reserve and ECB is likely to widen during
2025. The chart shows the relationship
between official policy rates and the cost of
hedging currency exposure. The forward-
implied trajectory already anticipates an
increase in hedging costs of about 30bp by
March 2025, before converging toward
130bp over the three-year horizon.

Ecaterina Bigos, CIO Asia ex-Japan

Hedging US dollar investments back into
euros might be slightly more costly over the
coming 12 to 18 months. Investors may
want to take this information into account
when formulating their 2025 asset
allocation. However, this is by no means the
only variable in our investment process.

| Monetary policy and USD-hedging costs
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Other factors — macroeconomics, balance
sheet analysis, market structure and so on —
continue to support the view that the US
corporate bond market might continue to
add value, despite the increase in foreign
exchange hedging costs.
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China’s equity valuations are less attractive as deflation persists

China’s recently implemented stimulus
measures were welcomed by investors,
leading to a double-digit equity market rally.
With valuations repriced, investors are
assessing each of the measures for their
potential impact on growth, while eagerly

awaiting details on additional fiscal stimulus.

So far, the measures have largely offered
supply-side support, aimed at removing
some of the downside risks and with scope
to alleviate China’s deflationary pressures.
Decisive reflation and sustained recovery,
however, depends on addressing both
cyclical headwinds and structural
imbalances.

The housing market remains the largest
drag on the economy. While recent
measures offer some relief by easing debt
burdens and improving housing
affordability, they are not sufficient to
address the issue of excess inventory, and
resolve the challenges faced by developers.
Underwhelming direct fiscal support for the
consumer, alongside a subdued property
market, could mean a drawn-out battle

against deflation. Imbalances in some
sectors and local governments require a
patient period of deleveraging and reforms.

Further, geopolitical tensions are likely to
influence economic growth, notably through
technology import restrictions and export
tariffs. Together, these challenges are likely
to impact Chinese corporations’ profit
growth prospects. Countercyclical

| China deflationary pressures persist

macro policies need to continue and be
implemented effectively to enable China’s
structural economic rebalancing away from
investment to consumption, and more
towards services away from manufacturing.
This would ultimately allow its economy to
be more domestically oriented, and drive
earnings growth from within.
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Asset Class Summary Views

Views expressed reflect CIO team expectations on asset class returns and risks. Traffic lights indicate expected return over a
three-to-six-month period relative to long-term observed trends.

ClO team opinions draw on AXA IM Macro Research and AXA IM investment team views and are not intended as asset
allocation advice.

Budgetary concerns and US politics suggest higher volatility even if rates in fair-value range

US Treasuries Recent rise in long-term risk premium may persist until there is more economic clarity

Euro — Core Govt. ECB easing cycle is supportive but there is risk of contagion from higher US rates volatility
Euro — Peripherals Asset class presents opportunities and higher real yields than Bunds

UK Gilts Financial challenges may mean an increase in government bond issuance

JGBs . Uncertainty over Bank of Japan policy normalisation path. Yen remains volatile

Inflation . Market pricing not discounting any post-election inflation shock

USD Investment Grade Without significant growth deterioration, credit should remain resilient

Euro Investment Grade Modest growth and lower interest rates support credit’s income appeal

GBP Investment Grade Returns supported by better growth and expectations of rate cuts

USD High Yield . Stronger growth, resilient fundamentals, and higher quality universe are supportive

Euro High Yield Resilient fundamentals, technical factors and ECB cuts support total returns

EM Hard Currency . Higher quality universe, well-placed with US interest rate cuts commencing

cques | ot bnang o support o oyerrang |
us . Q3 earnings growth looks to be robust with financials and technology leading

Europe Supported by attractive valuations, global growth, rate cuts and China’s potential recovery

UK Clarity on fiscal and regulatory plans required for UK equities to do better

Japan Resilient global growth is supportive; reforms, monetary policy key for sustained performance
China Policy support has scope to lead to improved growth and market performance

Investment Themes* . Secular spending on technology and automation should support relative outperformance

*AXA Investment Managers has identified six themes, supported by megatrends, that companies are tapping into which we believe are best placed
to navigate the evolving global economy: Technology & Automation, Connected Consumer, Ageing & Lifestyle, Social Prosperity, Energy Transition,
Biodiversity.

Disclaimer

In Singapore, this Communication is issued by AXA Investment Managers Asia (Singapore) Ltd. (Registration No. 199001714W). In Hong Kong,
this Communication is issued by AXA Investment Managers Asia Ltd (“AXA IM Asia”), an entity licensed by the Securities and Futures
Commission of Hong Kong (“SFC”). This advertisement has been prepared without taking into account the specific personal circumstances,
investment objectives, financial situation or particular needs of any particular person and may be subject to change without notice. Nothing
contained in this Communication shall constitute an offer to enter into, or a term or condition of, any business, trade, contract or agreement
with the recipient or any other party. This communication shall not be deemed to constitute investment, tax or legal advice, or an offer for
sale or solicitation to invest in any particular fund. If you are unsure about the meaning of any information contained in this advertisement,
please consult your financial or other professional advisers. Investment involves risks. Be aware that investments may increase or decrease in
value and that past performance is no guarantee of future returns, you may not get back the amount originally invested. You should not
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